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CASES, REGULATIONS AND STATUTES
by Robert P. Achenbach, Jr.
BANKRUPTCY
FEDERAL TAX     -ALM § 13.03[7].*
DISCHARGE . The debtors filed their 1992 tax return on
October 15, 1993 without paying the taxes. The debtors made a
few small payments on the taxes but then filed for Chapter 13
in May 1996. The 1992 taxes were included in the case and the
case was voluntarily dismissed in March 1997 on the same day
that the debtors filed for a new Chapter 7 case. The debtors
argued that the 1992 taxes were dischargeable because they
were filed more than three years before the Chapter 7
bankruptcy case. The trial and appellate courts held that the
three year period in Section 523(a)(1) was tolled during the
Chapter 13 case; therefore, the taxes were nondischargeable. In
re Young, 2002-1 U.S. Tax Cas. (CCH) ¶ 50,257 (S. Ct. 2002),
aff’g, 233 F.3d 56 (1st Cir. 2000).The IRS has issued a notice
that the three year period should not include an additional six
months, based on I.R.C. § 6503(h), as the IRS has claimed in
several prior bankruptcy cases.  CC-2002-023.
CORPORATIONS
LIMITATIONS ON FARM CORPORATIONS . In 1998,
South Dakota voters overwhelmingly approved a constitutional
amendment restricting corporate involvement in production
agriculture except for family farm corporations and
cooperatives controlled by family members.  The amendment
added substantial limitations to the statutory anti-corporate
farming law enacted in 1974.  However, on May 16, 2002, the
Federal District Court for the District of South Dakota ruled the
1998 amendment an unconstitutional violation of the "dormant"
Commerce Clause of the United States Constitution.  Roger
McEowen and Dr. Neil Harl will write a feature article on the
case and its implications for a future issue of the Digest. South
Dakota Farm Bureau, et. al. v. Hazeltine, No. 99-3018 (D.
S.D. May 16, 2002).
FEDERAL AGRICULTURAL
PROGRAMS
COTTON. The CCC has issued proposed regulations for the
upland cotton non-recourse loan and loan deficiency payment
programs and the seed cotton loan program that would: (1)
require that lists of cotton bales provided to the CCC as the
basis for loan deficiency payments be submitted in an
electronic format provided by CCC; (2) require that cotton
classification information be provided to CCC as a condition of
eligibility for a marketing assistance loan or loan deficiency
payment for such cotton; (3) change the effective time of the
announced world market price for upland cotton from 5 p.m.
eastern time each Thursday to 12:01 a.m. eastern time each
Friday; (4) provide for CCC to use Electronic Agent
Designations when authorized by a producer as the basis for
loan redemptions and release of loan collateral; (5) establish
that any quantity of cotton for which a seed cotton loan is
requested cannot be subject at the same time to a request for a
loan deficiency payment or lock-in of the adjusted world price;
(6) establish that for a bale of cotton to be eligible for a loan or
lo n deficiency payment it shall not be compressed to a density
d fined as a flat or modified flat bale by the Joint Cotton
Industry Bale Packaging Committee; and (7) remove and
reserve all regulations that provide for the Upland Cotton First
H ndler Marketing Certificate Program. 67 Fed. Reg. 31151
(May 9, 2002).
FEDERAL ESTATE
AND GIFT TAX
CREDIT FOR TAX ON PRIOR TRANSFERS.  The
decedent received an interest in trust in property from the estate
of a predeceased spouse who died within two years before the
death of the decedent. The predeceased spouse’s executor
elected to treat a portion of the trust as QTIP and claimed a
marital deduction for the value of the QTIP interest. The
decedent’s executor claimed a credit for the tax on the value of
the portion of the trust for which a QTIP election was not made
and no marital deduction was claimed. In a Chief Counsel
Advice letter, the IRS ruled that, for purposes of calculating the
tax on prior transfers credit, the value of property transferred by
one spouse to the other included the entire value of the QTIP
portion of the marital trust plus the value of the spouse's life
income interest in the non-QTIP portion of the marital trust.
CCA Ltr. Rul. 200218003, Jan. 7, 2002.
DISCLAIMERS . The decedent had received money from a
predeceased brother’s estate and used the money to purchase
certificates of deposit. The decedent executed a disclaimer of
the remainder interest in the money and retained an interest in
the income from the money. The decedent received the income
from the CDs and did not receive any of the principal. The
decedent’s estate excluded the CDs from the decedent’s gross
estate, but the IRS ruled that the disclaimer was invalid, under
Treas. Reg. § 25.2518-3(b), because the decedent retained an
income interest in the property disclaimed. The decedent’s
executor argued that the regulation was invalid because the
statute, I.R.C. § 2518(a), allows disclaimers of “any interest in
property” and I.R.C. § 2518(c) allows disclaimers of undivided
portions of property, both of which would include a remainder
interest. The court disagreed, holding that the regulation was a
valid interpretation of the statute. The court noted that the
disclaimer of the remainder did not remove the property from
the decedent’s control because the remainder property still
produced income which was received by the decedent.
Walshire v. United States, 2002-1 U.S. Tax Cas. (CCH) ¶
60,439 (8th Cir. 2002).
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GROSS ESTATE.  The decedent owned land which was
leased to a corporation owned by the decedent which processed
and marketed nuts produced by the decedent. The written lease
had a term of 10 years and allowed the tenant to continue
leasing at will. The lease had no provision for fixtures added to
the property by the corporation. The fixtures included a the
lunchroom, pole barn, cold storage units, elb scan room, well,
nut bin, shop and storage building, steel equipment cover,
fumigation chamber, water tanks, and asphalt paving. The Tax
Court originally held that, under California law, a tenant had
the right to remove business fixtures during the term of the
lease. The Tax Court further held that the term of a lease did
not include holdover tenancies. At the decedent’s death, the
original term had expired and the corporation was leasing the
property at will. Therefore, the Tax Court held that the business
fixtures on the property belonged to the decedent and were
included in the decedent’s gross estate. The appellate court
reversed in a decision designated as not for publication. The
appellate court held that the lease included an implied right to
remove trade fixtures because the lease treated any holdover as
an extension of the original lease terms, including the right to
remove trade fixtures. The case was remanded for findings as
to whether the fixtures involved were trade fixtures governed
by the lease. On remand, the Tax Court held that the
improvements were trade fixtures if the improvements could be
removed without injury to the premises and the improvements
had become an integral part of the premises. The court held that
the lunchroom, pole barn, cold storage units, elb scan room,
well, nut bin, shop and storage building, steel equipment cover,
and asphalt paving were all not trade fixtures because the items
had become integral parts of the premises. The court also held
that the fumigation chamber and water tanks were removable
trade fixtures and not included in the decedent’s estate. Estat
of Frazier v. Comm’r, T.C. Memo. 2002-120, on rem from,
2001-1 U.S. Tax Cas. (CCH) ¶ 60,404 (9th Cir. 2001), rev’g
and rem’g, T.C. Memo. 1999-201.
SPECIAL USE VALUATION- ALM  § 5.03[2].* The IRS
has issued the 2002 list of average annual effective interest
rates charged on new loans by the Farm Credit Bank system to
be used in computing the value of real property for special use
valuation purposes:
District      Interest rate   
Columbia 9.68
Omaha/Spokane 7.77
Sacramento 7.66
St. Paul 7.88
Springfield 8.16
Texas 7.80
Wichita 7.96
Rev. Rul. 2002-26, I.R.B. 2002-__.
FEDERAL INCOME
TAXATION
ACCOUNTING METHOD . The IRS has issued procedures
for some corporations to obtain expeditious approval of a
change in annual accounting period from or to a 52-53 week
tax year. Changes from the previous revenue procedure, Rev.
Proc. 2000-11, 2000-3 CB 309, include (1) waiver of only
certain scope restrictions for changes to (or from) a 52-53-week
taxable year that references the same calendar month; (2)
re uction of the period of time required between a prior
accounting period change and a change effected under this
revenu  procedure from 6 calendar years to 48 months; (3)
addition to the list of accounting period changes that will not be
considered prior changes for purposes of the 48-month rule: (a)
a change to comply with Treas. Reg. § 1.1502-75, (b) any prior
change made by a corporation whose majority shareholder has
change  its taxable year within the last 12 months if the
corporation wants to change to that shareholder's taxable year
in order to file consolidated financial statements, and (c) a
change to a required taxable year or an ownership taxable year;
(4) provision that, in certain cases in which a partnership is
owned 50 percent by each of two partners, the corporate
partner's interest in the partnership will be disregarded; and (5)
a dition of a term and condition to prevent the carryback of
capital losses generated in the short period. Rev. Proc. 2002-
37, I.R.B. 2002-22.
The IRS has issued procedures for certain partnerships, S
corporations, electing S corporations and personal service
corporations (PSCs) to obtain automatic approval to adopt,
change, or retain their annual accounting period under I.R.C. §
442 and Treas. Reg. § 1.442-1(b). Entities complying with
thes  guidelines will be deemed to have established a business
purpose for the adoption, change, or retention to the satisfaction
of the IRS. Changes from the previous revenue procedure, Rev.
Proc. 87-32, 1987-2 C.B. 396, include (1) allowing, in
appropriate circumstances, a partnership, S corporation,
electing S corporation, or PSC to adopt, change to, or retain a
52-53-week taxable year ending with reference to the required
taxable year, natural business year, or ownership taxable year;
(2) allowing any partnership, S corporation, electing S
corporation, or PSC to automatically change from a 52-53-
week taxable year to a non-52-53-week taxable year that ends
with r f rence to the same calendar month, and vice versa; (3)
allowing a partnership that would be required to change its
taxable year because of a minor percentage change in
ownership to retain its current taxable year for one year, subject
to certain circumstances; and (4) reducing the period of time
required between a prior accounting period change and a
change effected under this revenue procedure from 6 calendar
years to 48 months, and provides that a change to a required or
ownership taxable year, and a change to (or from) a 52-53-
week taxable year from (or to) a non-52-53-week taxable year
ending with reference to the same calendar month, will not be
considered changes within the most recent 48-month period.
Rev. Proc. 2002-38, I.R.B. 2002-22.
The IRS has issued a revenue procedure that provides
guidance on the general methods under I.R.C. § 442 and Treas.
Reg. § 1.442-1(b) for establishing a business purpose and
obtaining IRS approval to adopt, change or retain an annual
accounting period for federal income tax purposes. Rev. Proc
2002-39, I.R.B. 2002-22.
The IRS has a revenue procedure with a safe harbor method
of accounting for capital cost reduction (CCR) payments with
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respect to the purchase of vehicles leased from motor vehicle
dealers. Pursuant to the safe harbor, CCR payments are
excluded from both the purchaser's basis in the purchased
vehicle and the purchaser's gross income. A taxpayer that does
not use the CCR method on May 3, 2002, but that wants to use
the safe harbor method for tax years ending on or after
December 31, 2001, must file a Form 3115, and must follow
the automatic change in method of accounting provisions set
forth in Rev. Proc. 2002-9 , I.R.B. 2002-3, 327, as modified by
Rev. Proc. 2002-19, I.R.B. 2002-13, 696. Rev. Proc. 2002-36,
I.R.B. 2002-21.
The IRS has adopted as final regulations which include the
general rules for the period for computing tax and the
requirement that partnerships, S corporations, electing S
corporations and personal service corporations generally must
demonstrate a business purpose and obtain IRS approval to
adopt or retain a tax year other than their required tax year. The
rules also define “required taxable year,” identify entities that
have such a year and clarify the applicable exceptions. In
addition, the regulations clarify the meaning of the requirement
to keep books for taxpayers using a fiscal year and provide that
a tax year would be adopted by filing the first federal income
tax return using that tax year. Filing an application for an
employer identification number, filing an extension or making
estimated tax payments indicating a particular tax year would
not constitute an adoption of that year. 67 Fed  Reg. 35009
(May 17, 2002).
COURT AWARDS AND SETTLEMENTS. The taxpayer
was hired by a new employer and resigned from the taxpayer’s
current employment. The new employer rescinded the
employment offer and the old employer refused to rehire the
taxpayer. The taxpayer negotiated with the new employer for
compensation and received nine months’ salary and a positive
employment reference from the new employer. The court held
that the payment was in the nature of severance pay and was
included in the taxpayer’s income. C llins v. Comm’r, T.C.
Memo. 2002-115.
The taxpayers were partners in a partnership which owned a
fishing corporation. The corporation had filed a claim with its
insurance company over the loss of a boat. Before the claim
was settled, the taxpayers sold the corporation. The sales
agreement assigned the insurance claim to the taxpayers. After
the sale was competed, the insurance claim was settled and the
taxpayers reported the proceeds as capital gain because the
proceeds were received as part of the sale of the corporation.
The court held that the insurance claim was separate from the
sale of the corporation and was to be reported as ordinary
income. Steel v. Comm’r, T.C. Memo. 2002-113.
DISASTER PAYMENTS . On May 1, 2002, the president
determined that certain areas in Maryland were eligible for
assistance under the Disaster Relief and Emergency Assistance
Act, 42 U.S.C. § 5121, as a result of a tornado on April 28,
2002. FEMA-1409-DR. On May 6, 2002, the president
determined that certain areas in West Virginia were eligible for
assistance under the Act as a result of severe storms, flooding
and landslides on May 2, 2002. FEMA-1410-DR.  On May 5,
2002, the president determined that certain areas in Virginia
were eligible for assistance under the Act as a result of severe
storms, tornadoes and flooding on April 28, 2002. FEMA-
1411-DR. On May 6, 2002, the president determined that
cert in areas in Missouri were eligible for assistance under the
Act as a result of severe storms and tornadoes on April 24-28,
2002. FEMA-1412-DR. On May 6, 2002, the president
determined that certain areas in Michigan were eligible for
a sistance under the Act as a result of flooding on April 15,
2002. FEMA-1413-DR. Accordingly, a taxpayer who
sustained a loss attributable to these disasters may deduct the
loss on his or her 2001 federal income tax return.
EMPLOYEE BENEFITS. The IRS has issued proposed
regulations that would provide guidance on compensation
deferred under eligible I.R.C. § 457(b) deferred compensation
plans of state and local governmental and tax-exempt entities.
The regulations reflect the changes made to I.R.C. § 457 by the
Tax Reform Act of 1986, the Small Business Job Protection
Act of 1996, the Taxpayer Relief Act of 1997, the Economic
Gr wth and Tax Relief Reconciliation Act of 2001, the Job
Creation and Worker Assistance Act of 2002, and other
legislation. 67 Fed. Reg. 30826 (May 8, 2002).
REPORTING. The IRS has issued proposed regulations
relating to the changes made by the Taxpayer Relief Act of
1997 i  reporting of payments of $600 or more of gross
proceeds to attorneys. The regulations will affect attorneys who
receive payments of gross proceeds on behalf of their clients
and certain payors (for example, defendants in lawsuits and
their insurance companies and agents) that, in the course of
their trades or businesses, make payments to these attorneys. 67
F . Reg. 35064 (May 17, 2002).
RETURNS. The IRS has released a revenue ruling
reaffirming its position in Rev. Rul. 80-218 , 1980-2 CB 386,
that it will accept as timely a federal tax return, claim for
refund, statement or other document required or permitted to be
filed with the IRS that is either mailed from and officially
postmarked in a foreign country on or before the last date
prescribed for filing, or postmarked on or before the next
succe ing day which is not a Saturday, Sunday, or legal
holiday. Similarly, such items that are required or permitted to
be filed with the IRS that are given to a designated international
delivery ervice before midnight on the last prescribed date for
filing or given to a designated international delivery service
before midnight on the next succeeding day which is not a
Sat rday, Sunday, or legal holiday will be considered timely
filed. Rev. Rul. 2002-23, I.R.B. 2002-18, 812.
STATE REGULATION OF
AGRICULTURE
LIVESTOCK CONFINEMENT FACILITIES. The Iowa
General Assembly has passed and the Governor has signed SF
2293 which revamps the livestock confinement law in Iowa. It
i  landmark legislation, tightening up the environmental rules
but stopping short of local control.
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AGRICULTURAL TAX AND LAW SEMINARS
by Neil E. Harl and Roger A. McEowen
August 13-16, 2002  Holiday Inn I-25, Fort Collins, CO
September 24-27, 2002   Interstate Holiday Inn, Grand Island, NE
Come join us for expert and practical seminars on the essential aspects of agricultural tax and law. Gain
insight and understanding from two of the nation’s top agricultural tax and law instructors.
The seminar are held on Tuesday, Wednesday, Thursday, and Friday. Registrants may attend one, two,
three or all four days, with separate pricing for each combination. On Tuesday, Dr. Harl will speak about
farm and ranch income tax. On Wednesday, Dr. Harl will cover farm and ranch estate planning. On
Thursday, Roger McEowen will cover farm and ranch business planning. NEW THIS YEAR : On Friday,
Roger McEowen will cover agricultural contracts. Your registration fee includes comprehensive annotated
seminar materials for the days attended which will be updated just prior to the seminar. The seminar
materials will also be available on CD-ROM for a small additional charge.
Here are some of the major topics to be covered:
• Income tax aspects of property transfer, including income in respect of decedent, installment sales,
private annuities, self-canceling installment notes, and part gift/part sale transactions.
• Taxation of debt, taxation of bankruptcy, the latest on SE tax of rental of land to a family-owned entity;
income averaging; earned income credit; commodity futures transactions; paying wages in kind; new
depreciation rules.
• Farm estate planning, including 15-year installment payment of federal estate tax, co-ownership
discounts, alternate valuation date, special use valuation, family-owned business deduction (FOBD),
marital deduction planning, disclaimers, planning to minimize tax over deaths of both spouses, trusts, and
generation skipping transfer tax.
• Gifts and federal gift tax, including problems with future interests, handling estate freezes, and
“hidden” gifts.
• Organizing the farm business--one entity or two, corporations, general and limited partnerships and
limited liability companies.
• New this year: Farm and ranch contracts. Also, patents, antitrust issues and regulation of production.
Special room discounted rates are available at the hotels for seminar attendees.
The seminar registration fees for current subscribers (and for multiple registrations from one firm) to
the Agricultural Law Digest, the Agricultural Law Manual, or Principles of Agricultural Law are $185
(one day), $360 (two days), $525 (three days), and $670 (four days).  The registration fees for
nonsubscribers are $200, $390, $570 and $720, respectively.
Registration brochures will be mailed in June and July. However, complete information and a
registration form are available now on our web site at http://www.agrilawpress.com. For more
information, call Robert Achenbach at 1-541-302-1958, or e-mail to r bert@agrilawpress.com
